ST 99-0394-F L 12/22/1999 CONSTRUCTI ON CONTRACTORS
In Illinois, construction contractors are deened end users of tangible

personal property purchased for incorporation into real property. See 86
[Il. Adm Code 130.1940 and 130.2075. (This is a GLl).

Decenber 22, 1999

Dear XXXXxX:

This letter is in response to your |letter dated Novenmber 24, 1999. The
nature of your letter and the information you have provided require that we
respond with a General Information Letter, which is designed to provide general
information, is not a statenment of Departnent policy and is not binding on the
Departnent. See 2 I1l. Adm Code 1200.120(b) and (c), encl osed.

In your letter, you have stated and nmade inquiry as follows:

COMPANY is in the business of selling and installing residential and

busi ness security alarm systens. At the tinme of sale, the custoner
signs a 24 nonth retail installnent contract agreeing to pay a
speci fied anmount per nonth in exchange for the equi pment, installation
and nonitoring service. Since we are not currently equipped to

provide nonitoring services we sell these contracts and title to the
security equipment to BUSINESS who resales them to CORPORATI ON. The
custoners renmit paynment directly to CORPORATI ON each nont h.

In your opinion, who bears the burden of tax in this scenario? Can
the burden be placed upon the custonmer or are security systens
consi dered an inprovenment to real estate? |If the burden can be passed
to the consuner, whose responsibility is it to collect and remt the

tax? Should we obtain a resale certificate from BUSINESS or
CORPORATI ON?

To ensure that the proper anmpbunt of tax is paid and that the
appropriate party is charged, a letter ruling fromyou will be greatly
appr eci at ed. If you should need any additional information, please

feel free to call nme at ####.

The Retailers' QOccupation Tax Act inposes a tax upon persons engaged in the
busi ness of selling tangible personal property at retail. A “sale at retail” is
any transfer of the ownership of, or title to, tangible personal property to a
purchaser, for use or consunption and not for resale in any form as tangible
personal property, for a valuable consideration. See the enclosed copies of 86
II1. Adm Code 130.101 and 130. 201. Section 1 of the Retailers' GCccupation Tax
Act states, in part, as foll ows:

“Construction contracts for the inprovenent of real estate consisting
of engineering, installation, and naintenance of voice, data, video
security, and all tel ecommunication systens do not constitute engaging
in a business of selling tangible personal property at retail wthin
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the meaning of this Act if they are sold at one specified contract

price.”

Please find enclosed copies of 86 I1ll. Adm Code 130.1940 and 130.2075
regarding the tax liabilities of contractors in Illinois. The term “construction
contractors” i ncl udes general contractors, subcontractors, and specialized
contractors such as |andscape contractors. The term “contractor” means any
person or persons who are engaged in the occupation of entering into and
perform ng construction contracts for owners. In Illinois, construction
contractors are deened end users of tangible personal property purchased for
incorporation into real property. As end users of such tangible personal

property, contractors incur Use Tax liability for such purchases based upon the
cost price of the tangi ble personal property. Therefore, any tangible personal

property that general contractors or subcontractors purchase that wll be
permanently affixed to or incorporated into real property in this State will be
subject to Use Tax. If contractors did not pay the Use Tax liability to their
suppliers, contractors nust self-assess their Use Tax liability and pay it

directly to the Departnent.

Contractors incur Retailers’ Cccupation Tax upon the sale of itens that are
not permanently affixed to real estate. However, please note that Section 1 of
the Retailers' Cccupation Tax Act states that "[c]onstruction contracts for the
i mprovenent of r eal estate consisting of vi deo, security, and all
tel ecommuni cati on systens do not constitute engaging in a business of selling
tangi bl e personal property at retail within the neaning of this Act if they are
sold at one specified contract price". Consequently, even if sone itens used in
such contracts are not permanently affixed, the Iliability incurred by the
contractor is a Use Tax liability if the provisions of this section are net.

When persons install security alarm systens, they act as construction
contractors and owe Use Tax on the cost price of the tangible personal property
they install.

I hope this information is helpful. The Department of Revenue maintains a
Web site, which can be accessed at www. revenue.state.il . us. If you have further
guestions related to the Illinois sales tax |aws, please contact the Departnent's

Taxpayer Information Division at (217) 782-3336.
If you are not under audit and you wish to obtain a binding Private Letter
Rul i ng regardi ng your factual situation, please submt all of the information set
out initens 1 through 8 of the enclosed copy of Section 1200.110(b).
Very truly yours,
Mel anie A. Jarvis

Associ at e Counsel

MAJ: msk
Enc.



